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Introduction 


When it comes to privacy, financial privacy is a 
major area of concern. It is in the financial system 
that we probably lose most of our privacy. 


This book will describe how to protect one's 
financial privacy, with a particular emphasis on the 
use of foreign banking and investment for privacy 
purposes. Many people who are engaged in identity 
change efforts or in increasing their privacy use 
overseas investing. This book is a_ valuable 
companion to Reborn In The U.S.A or any of the 
other excellent new identity and privacy books 
available. 


Most people believe that overseas or offshore in- 
vesting and banking is only for rich people. 
Nothing could be further from the truth. Many 
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people can benefit from offshore investment. The 
advantages include lower tax liabilities as well as 
increased privacy. 


Prudent overseas investing involves careful 
planning and understanding of a country's banking 
laws, investment laws, and financial practices. We 
will assume that the reader is a newcomer to the 
subject and will deal with the subject from the 
ground up. We will examine the possibilities and 
potential pitfalls of international investing. In the 
end only you can make the determination if it is in 
your interest. 
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Your Financial Privacy 


The financial system is perhaps where we lose 
the majority of our privacy. All financial institu- 
tions are bound by a Federal law called the Bank 
Secrecy Act. This name is a misnomer. It should be 
called the Bank Tattletale Act. The key provisions 
of this act say that banks must keep either the ac- 
tual physical checks you write for a period of years, 
or if your checks are returned to you with your 
statements, they must make a microfiche of both 
the front and back of all checks you write. When 
the Bank Secrecy Act came into force, many 
would-be privacy seekers decided that they would 
do without checking accounts altogether and just 
use savings accounts. Later on the Bank Secrecy 
Act was amended to close this loophole. Now any 
account where the bank pays out a total of $10 or 
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more interest per year is subject to reporting re- 
quirements under the Bank Secrecy Act. 


These reporting requirements consist of what is 
known as a "third party report" to the Internal 
Revenue Service. These third party reports consist 
of your name, birthdate, Social Security number, 
and the amount of interest paid on that particular 
account. When this requirement went into effect, 
many people decided that they would live on a 
cash-only basis. For small items this works very 
nicely, but try and purchase a car with cash! In any 
event, this loophole was tightened by requiring 
banks to submit a third party report whenever a per- 
son made transactions involving an aggregate of 
more than $3,000 in cash or other non-revocable 
payment instruments in any given day. (Non-revo- 
cable payment instruments are such things as trav- 
elers checks, cashiers checks, or money orders.) 
This does not mean a_ cash deposit. It could be 
made up of cashing a check for $1,500 and then 
withdrawing a similar amount of cash out of a sav- 
ings account or investment certificate. 


The good news is that, in an attempt to destroy 
everyone's financial privacy, the Bank Secrecy Act 
has boomeranged on the government. So much pa- 
per is generated by its third party reporting re- 
quirements that the IRS is deluged by paperwork 
for what turns out to be 99.99% routine, honest 
transactions. The other part of the good news is that 
the act cannot really be tightened much further be- 
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cause of the even larger amount of paper that would 
be generated. 


The next aspect about financial privacy to un- 
derstand is that for all of the illusion of confiden- 
tiality that banks want us to believe in, the reality is 
totally the opposite. U.S. Supreme Court decisions 
have upheld the view that a bank customer has no 
expectations of privacy when conducting transac- 
tions. Such things as deposit slips, withdrawal 
forms and checks are considered to be public do- 
main documents. You must understand this to re- 
gain any financial privacy. The first step is to start 
“compartmentalizing" your personal affairs. 


Compartmentalization essentially means provid- 
ing only enough information to have the service 
available. The first step in this process is to obtain 
your "public knowledge" address and telephone 
number. After all, why does your bank need to 
know where you really live? This part is easy. Look 
in the telephone book under the heading "Mail 
Services" and write down a few telephone numbers. 
For a monthly fee these services will allow you to 
rent a private mailbox and a message telephone 
number. You can usually arrange 24-hour access to 
your box as well. Your address will not read as a 
mailbox number but as a street address with either a 
suite number or apartment number for your box 
number. After you have done this, go and get your 
drivers license and one other piece of identification 
changed to reflect this new address. 
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After you have taken the above mentioned steps, 
close out your present checking and savings ac- 
counts. Go to a new bank and open new checking 
and savings accounts using the new address as the 
address on the account. They will want to see two 
pieces of identification, which you will have gotten 
changed previously. You have now taken the first 
step toward compartmentalization. You decided 
beforehand to keep your residence address private. 
The bank has what they need, an address to send 
your statements and checks to, and you have re- 
gained some of your privacy. 


The next step in regaining your financial privacy 
involves your paychecks and checking account. 
Needless to say at this point, a checking account 
provides a window into many areas of your life. 
Where you write checks can reveal where you shop, 
live, eat, or even which doctor you use. We are go- 
ing to cut off these information sources. Remember, 
every time you write a check, a record is made at 
the bank the check is written on, and another record 
is made at the receiving person's bank. We first 
must deal with your paychecks. 


If your employer issues your paycheck on a local 
bank, your privacy solution is very easy. Always 
cash your paychecks at the bank they are drawn on, 
and then make a cash deposit or money order de- 
posit into your checking account. When you do 
this, never purchase the money order at the bank 
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where your payroll checks are issued. If you cash 
your paycheck in this fashion, and then ask for a 
money order, a notation will be made in the file that 
money order number such and such was issued 
when this check was cashed. Needless to say, this is 
as privacy destroying as actually depositing the 
check into your account. Go and purchase a money 
order at a supermarket or another bank. Just vary 
where you purchase them from time to time. Postal 
money orders also will do the job. We have now 
succeeded in separating the source of your deposits 
from the bank that receives them. 


You face a slightly different problem if your 
employer issues your paycheck against a bank in a 
far off city. Many nationwide restaurant chains do 
just this, and the day before payday couriers leave 
the corporate headquarters with checks for each lo- 
cation. In this case, write a letter to the bank that is- 
sues your paycheck and say that you would find it 
convenient to have a checking account at their bank 
because your paycheck is drawn on them. Arrange 
for direct deposit and an automated teller card. You 
really aren't losing any privacy here because your 
checks are drawn on the bank. Of course, even here 
you would still use the address and telephone of 
your mailing service as your home address and 
telephone. Most banks are connected to automated 
teller nationwide networks. On payday you would 
simply go to the teller machine, withdraw cash and 
purchase a money order and deposit that into your 
account. 
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We should discuss checks and money orders a 
little further. In reality, a check is what is called a 
"payment order." A check authorizes the person or 
company to whom it is made out to present it to 
your bank on or after a certain day for payment. A 
check is revocable, meaning that until the actual 
money leaves your account and is in the hands of 
the payee, it is not as "good as cash." Money orders 
and travelers checks are forms of non-revocable 
payments. A money order is a check written against 
the bank itself. A money order will always be paid 
so long as it is not a forgery or stolen. This is why 
mail-order businesses prefer money orders. 


Travelers checks are an alternate form of non- 
revocable payment. A travelers check will always 
be paid so long as the two signatures it bears are 
reasonably identical and it is not an obvious for- 
gery. To a business, travelers checks are as good as 
cash. The reason travelers checks, and to a lesser 
extent money orders, are treated this way is that in 
order to purchase them, one must almost always use 
cash. In the case of travelers checks, the banks and 
companies that issue them indemnify the businesses 
that accept them against any losses. They can afford 
to do this because they earn interest on the money 
between the time you purchase the travelers checks 
and when they are redeemed. Another benefit of 
travelers checks is that if you lose them, they can be 
replaced very quickly. 
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The next step in achieving financial privacy is to 
phase out your use of personal checks. Most people 
pay the rent or mortgage, telephone, heat and light, 
insurance, groceries, and other bills by check. A 
good way to see just how many checks you write is 
to look at your canceled checks from a recent 
statement. On each of these checks you are spread- 
ing your personal particulars widely into the world. 
On many of the checks you write, even if you are a 
regular customer, you are required to provide two 
pieces of identification. Many stores are now part 
of check-cashing services that compile private data- 
bases on you from this information. In a typical 
check-cashing service database your name, address, 
birthdate, Social Security number, bank account 
number and drivers license number are recorded. 
Should one of your checks bounce, this data will be 
flagged and you will have to pay the amount owed 
before you can write any more checks. This data is 
also available nationwide. 


The way to reduce this personal data from 
checks is to start paying most of your recurring bills 
with money orders. Rent, telephone, heat, insur- 
ance, car payments, etc., are excellent candidates 
for this. For your other expenses, start using travel- 
ers checks. Normally you pay a fee of 1% to 2% to 
purchase travelers checks, but if you join certain 
auto clubs or other organizations, you can get them 
free. Travelers checks are safe, and as easy to use as 
checks or cash. In a very short period of time, you 
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will have reduced to zero what can be learned about 
you from your banking habits. 


The next step in regaining your financial privacy 
involves suppressing those third party reports that 
the bank must make to the IRS on your interest 
bearing accounts. The thing to do is to make sure 
you never earn any interest on your savings ac- 
counts. You can do this by using foreign banking 
for your savings. In this case, you have many 
choices. Many Americans purchase Canadian gov- 
ernment treasury bills and savings bonds, or main- 
tain savings accounts at Canadian banks. In Can- 
ada, the banks must report the interest you earn, but 
this report is made to the Canadian government and 
not the U.S. government. You may pay a small 
amount of tax to the Canadian government on the 
interest you earn in Canada, but unless you have 
massive amounts of money, the amount will be 
negligible. I am not advocating this as a way to ille- 
gally avoid paying your U.S. taxes. You could 
simply declare this interest income on_ the 
“miscellaneous earnings" line of your 1040. Uncle 
Sam will still get his due, but it will be without yet 
another sheet of paper being generated on your per- 
sonal life. 


Another benefit of Canadian banking and in- 
vestments is that Canada is nearby, and most Ca- 
nadian banks are part of the automated teller ma- 
chine networks that exist in the United States. For 
the average person, Canadian banking is the best 
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option for savings and investments. But the indi- 
vidual with a higher income or assets may wish to 
look at the traditional tax haven, Switzerland, or 
even Australia, as a place to lodge their funds. 


One does not have to be a millionaire to take ad- 
vantage of Swiss banking facilities. Swiss banks 
Operate under the now famous code of silence 
where they refuse to give out any information on a 
person's bank account. Some exceptions have been 
made to this over the years, such as for drug dealers’ 
bank accounts, but the rule is that if what you are 
doing is not a violation of Swiss law, the Swiss 
authorities will not provide any information. When 
there are grounds to release information, the Swiss 
authorities require that the U.S. government send 
representatives to Switzerland to prove their case. 
This is all very expensive. I include the names and 
addresses of some Swiss banks in the Appendix. 
Swiss banks are also members of the various 
worldwide automated teller networks and can pro- 
vide you with easy access to your funds. The recent 
changes in Eastern Europe all but remove the threat 
of another major war in Europe, so you can rest 
easy knowing that your assets are secure. 


Another offshore banking option is to open a 
British investment account. When you open the ac- 
count, you will be asked to sign a form saying you 
are not a resident of the United Kingdom. This will 
allow you to receive your interest tax-free. Most of 
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these accounts come with a checkbook, automated 
teller machine card, and other services. 


We will examine foreign banking and invest- 
ment in much more detail in later chapters. 


To recap, financial privacy is attained by re- 
structuring your financial affairs so as to provide as 
little information as possible to anyone who may 
wish to learn details about you. You maintain a 
checking account, but write no checks. Your sav- 
ings account has a balance in it that never earns 
enough interest to cause a third party report to be 
generated. Your deposit and withdrawal records re- 
veal little or nothing as to how you spend or gener- 
ate income. Your bills are paid with money orders, 
cash or travelers checks that create no record. 
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Your Credit Privacy 


As we have seen, drastically lowering your fi- 
nancial profile is relatively easily done by following 
a few steps. Credit privacy is a little more difficult 
to obtain because of the all-encompassing credit 
bureau files. Whenever you apply to obtain credit, 
your credit bureau file is consulted, and it is further 
updated on a monthly basis by your present credi- 
tors. For most of us, being without credit cards and 
personal loans is all but impossible. How can we 
use credit, but on our own terms? 


The easiest place to start is with the credit card. 
Credit cards are necessary for many transactions. 
The best credit card for maintaining personal pri- 
vacy is the American Express card. American Ex- 
press has very strict policy guidelines that they ad- 
here to when dealing with cardholders’ personal 
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data. When you apply for an American Express 
card, American Express checks your credit at the 
credit bureau like all other creditors do. But after- 
wards, they do not report your account to the credit 
bureau, unless your account has to be written off as 
non-collectible. American Express will only release 
information about your account if they are given a 
credit order requiring them to do so. American Ex- 
press will not release account information to other 
creditors unless you have specifically authorized 
them to. By adhering to this policy, American Ex- 
press has become the credit card of choice for many 
famous and wealthy people. 


American Express is also now getting into the 
revolving credit market, like Visa and Mastercard. 
American Express cardholders know that their bal- 
ance is payable in full at the end of the month. 
American Express decided that to better compete 
with Visa and Mastercard they would start offering 
a similar card called the Optima Card. American 
Express cardholders who have been in good 
standing for at least one year can apply for the Op- 
tima Card. Optima Card credit lines range from 
between $2,000 to $5,000. You can either pay the 
full balance at the due date, or make minimum 
payments. Optima cards offer cash advance serv- 
ices, and are accepted wherever American Express 
Cards are taken. 


If you would prefer even more privacy, and you 
are already an American Express cardholder, you 


Your Credit Privacy 15 


could arrange to have a foreign-issued American 
Express card account. For example, you could re- 
quest a Canadian-issued American Express card. 
Your purchases would be converted into Canadian 
dollars and you would remit payment in Canadian 
funds to American Express Canada Ltd. in Toronto. 
The advantage is that your credit card is not issued 
in the United States at all. 


Even with an American Express and Optima 
Card you will still want a general purpose credit 
card like Visa that you can use anywhere. A U.S.- 
issued Visa or Mastercard destroys your privacy 
because of the monthly reporting to the credit bu- 
reaus. I recommend that you get foreign-issued 
bank credit cards. 


Many banks overseas, particularly in Australia, 
issue what are known as Visa checking accounts. 
When you open one of these accounts, along with 
your checkbook you will receive a Visa card. This 
Visa card allows you to access the funds in your 
checking account by simply presenting your Visa 
card at the business where you wish to use it. When 
the charge slip is sent to your bank, the funds are 
deducted from your account balance. 


You can also arrange to have a line of credit at- 
tached to this Visa card. The quickest way to set 
this up is to offer to put, say, $3,000 into the bank 
investment account that cannot be withdrawn for a 
year. The bank will then be willing to give you a 
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credit line on your account equal to the deposit 
amount. After a year, or even less, the bank will be 
willing to extend personal loans to you based on 
your good credit with them. This can also be done 
with Swiss and European banks, and some Cana- 
dian credit unions. Eventually you can have your 
file at the credit bureau wiped out entirely. Cut up 
your old credit cards and after a period of time 
these accounts will drop off the computer. All of 
your borrowing will be done overseas. 
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Why Invest Outside 
The United States? 


As Americans we generally tend to take a very 
narrow view of anything outside our own country. 
Overseas investing is no different. But there is a 
reason that over the years wealthy people have had 
Swiss "numbered" bank accounts or "offshore" tax 
havens. Three main considerations are at the fore- 
front. The first is financial privacy. In the United 
States today financial privacy is essentially nonex- 
istent. The government has introduced all sorts of 
rules and procedures to make sure that it knows 
where your money is invested and how much you 
earn on your investments. The taxation question has 
always been around. Certain types of investment 
income when earned abroad are not subject to the 
same rate of taxation as when earned at home. The 
third consideration is the rate of return. Over the 
years ordinary savings accounts in foreign countries 
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tugher Let's look at each consideration in more 
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Overseas investing allows an individual to re- 
duce his tax burden. One way in which this can be 
done is through avoiding quarterly tax payments. 
Many individuals who have substantial investment 
income must file tax returns quarterly and pay esti- 
mated taxes quarterly. Overseas investment allows 
you to avoid this and pay taxes once a year when 
you declare your income. As well, reciprocal tax 
treaties with many nations can make many of your 
overseas investments essentially tax free under the 
law. 


The rate of return on even regular bank savings 
accounts often exceeds the American one, since in 
most countries savings interest rates are indexed to 
lending ratios. If, for example, the prime lending 
rate in a particular nation is 14%, the interest pay- 
able on savings accounts will be a few points lower 
(about 11%). Often this is higher than the rate of 
return on speculative investments here in the United 
States. 


Overseas investing comes with certain risks. 
Many of these risks can be minimized, as we shall 
see in a later chapter. But one risk is universal to all 
foreign accounts, be they in Canada or Switzerland. 
This is called Foreign Exchange Risk. Eventually, 
any income that you earn overseas you will want to 
spend here at home. To spend the proceeds of an 
investment, say, in the Canadian stock market, you 
must convert your Canadian dollar dividends back 
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into American money. You will incur an additional 
profit or a loss depending on what the value was of 
the Canadian dollar when you purchased the in- 
vestment and the value of the Canadian dollar when 
you sold. 


Foreign exchange rates vary daily and are based 
on a number of factors such as a particular nation's 
interest rates vis a vis the United States, that na- 
tion's debt situation, economy, and economic pros- 
pects for the future. We will examine all of the ins 
and outs of overseas investing, but first a basic 
grounding in investment is useful. 
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Foreign Investing 
Fundamentals 


The best place to begin an appraisal of foreign 
investing is to consider exactly what money is. In 
short, money is a bill of exchange that has a certain 
assigned value. The development of money was a 
fundamental watershed in the development of 
mankind because it made it possible to exchange 
goods without bartering. Money represents a certain 
amount of productive labor or assets. At one time, 
each U.S. dollar bill was backed by a certain 
amount of gold. The logic of this was that the 
United States government, if push came to shove, 
could back up every dollar in circulation with gold 
stocks held at Fort Knox. This guarantee inspired 
confidence in the United States currency, and the 
so-called "gold standard" allowed American money 
to find worldwide acceptance and exchangeability. 
Eventually the United States stopped backing its 
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currency with gold. The value and the worldwide 
acceptance of American money now comes from 
the strength of the U.S. economy and the wealth of 
the country. This confidence has led to the U.S. 
dollar and U.S. dollar-denominated financial in- 
struments becoming the standard reserve currency 
of almost every nation in the world. 


When Saudi Arabia or Venezuela sells oil to the 
Japanese, the oil is priced in American dollars and 
the bill must be settled in U.S. dollars. When a 
Mexican wants to purchase West German money, 
the rate of Mexican pesos to German marks is cal- 
culated by first determining each currency's value 
in U.S. dollars, and then determining the ratio. 
Every nation in the world must have a supply of 
American dollars to back up their native currency. 


We should now turn our attention to some basic 
features of almost every nation's financial system. 
Economic policy and economic conditions are in- 
fluenced in two key ways. The first is known as 
monetary policy. Monetary policy is essentially the 
business of making it easy or hard to borrow 
money. This is done through a nation's central 
bank. In the United States this bank is called the 
Federal Reserve Bank. The Federal Reserve Bank 
can control the money supply, and hence interest 
rates, by raising or lowering the interest rates it 
charges banks. These banks in turn pass on a higher 
or lower lending rate to their customers, individuals 
or businesses in the form of the Prime Lending 
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Rate. The Prime Lending Rate is the interest rate 
the bank charges to its best customers. 


The exact mechanisms the Federal Reserve Bank 
uses to regulate the money supply need not concern 
us. What is important is that any country you 
choose to invest in must have an independent Cen- 
tral Bank. One function of a Central Bank is to 
keep a rein on inflationary spending policies by the 
government of the day. On the other side of the 
equation, a Central Bank can avoid a recession by 
making large interest rate cuts quickly to give busi- 
ness the ability to borrow for expansion. 


The second mechanism for a stable financial 
system comes from fiscal policy. Fiscal policy is the 
spending policy of the government. A good exam- 
ple of fiscal policy at work in the United States was 
the massive defense spending the United States un- 
dertook in the 1980s. Millions of jobs were created 
all over the United States because of the many new 
weapons systems that were being built. Government 
spending essentially injects massive amounts of 
capital into the economy. This money comes from 
two sources. Taxes and, when the government 
spends more than it takes in tax revenue, borrowed 
money. The government borrows money in the form 
of savings bonds, treasury bills, and other debt in- 
struments. 


When a government must borrow to finance its 
yearly budget, this is called Deficit Financing. 
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Governments the world over use deficit financing 
because it allows new programs to be introduced 
without taxing the public for the full cost of the 
program. Deficit financing can be a double-edged 
sword. Although deficit financing allows a govern- 
ment to introduce what may be socially useful pro- 
grams, it can harm the overall economy. Money 
that goes toward financing government loans is 
money that is not available for use by individuals 
and businesses in the private sector. As well, invest- 
ing in government securities (savings bonds, T- 
bills, etc.) is often more attractive than similar in- 
vestments elsewhere because of the guarantee of the 
investment by the government. 


When a nation must always borrow to cover its 
operating expenses in the budget, it runs not only a 
yearly budget deficit but also something known as 
an accumulated budget deficit or national debt. The 
best way to look at this is to imagine that you pos- 
sess a credit card that has no limit on it, but each 
month you must pay off 1/60th of the balance. We 
will assume that each month your living expenses 
exceed your income by $500. For a while you use 
this card and are able to make the minimum pay- 
ment. Eventually when you can no longer afford the 
minimum payment, instead of cutting back on your 
expenses, you instead go and acquire another credit 
card. This second credit card allows you to service 
the debt, make the minimum payment on the old 
card, and continue your high living. Your 
“accumulated national debt" would be what you 
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owe on both cards. Eventually this type of living 
will lead you to bankruptcy. 


The same can happen to a country. A good ex- 
ample is the United States. Each year the United 
States runs huge annual budget deficits and our na- 
tional debt grows each year to where over 20% of 
the national budget is just interest on the national 
debt. The United States can manage this partly be- 
cause Our economy is so large and our overall debt 
as a percentage of the size of the total economy is 
within manageable ratios. 


Another figure with which you should become 
acquainted is the total size of a nation's economy. 
This number is called the gross national product, 
GNP for short. GNP reflects the value of all goods 
and services in a nation's economy and also in- 
cludes the net capital inflows from other countries. 
For example, General Motors sells cars in Argen- 
tina. Reflected in the United States’ gross national 
product would be the dividends that General Mo- 
tors of Argentina sends back to the parent company 
in Detroit each year. One reflection of the size of 
the United States economy is that the United States 
accounts directly and indirectly for almost 45% of 
the entire world's GNP with only 5% of the 
worldwide population. 


Other important numbers with which you should 
become familiar will reflect how well a country 
does relative to other nations. One figure which re- 
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flects this is called trade surplus or trade deficit. A 
nation that exports more than it imports has a trade 
surplus. A good example of this is Japan. A country 
that consistently runs a large trade surplus accumu- 
lates huge amounts of cash that come from other 
nations. This is one reason why it seems as if the 
Japanese are buying up everything in the United 
States. The Japanese export the profits we send to 
them, by buying Toyotas and Sony Walkmen, in the 
form of investments in land and office towers. They 
do this instead of spending the money in Japan, to 
avoid igniting a round of inflation and overheating 
their economy. The Japanese and other countries 
also return these profits back to the U.S.A. by being 
large purchasers of our U.S. Government Treasury 
bills. Without the Japanese and other nations, 
Americans could not enjoy the high level of gov- 
ernment service we have. But the cost is we no 
longer have complete control of our own interest 
rates and financial policy. 


One figure you hear about constantly, which has 
very little real meaning, is how the United States 
went from being a net-creditor nation to the world 
to being a net-debtor nation. This is misleading. 
This figure does not include only foreign invest- 
ment in the U.S. that is active, such as ongoing 
businesses and factories. Most of the foreign in- 
vestment is in the form of passive U.S. government 
securities, aS was described earlier, whereas most 
U.S. investment overseas is in the form of ongoing 
businesses and industrial plants. This figure also 
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includes the value of many real estate investments 
that were made years ago, and now have a high as- 
sessment value. One reason we are a “net-debtor 
nation" is because our country is such an attractive 
place to invest because of its political stability and 
large market. 


With these basics in mind, we are ready to begin 
sizing up some foreign investment prospects and 
risks. 
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Selecting The Country 


The novice foreign investor should start small 
and initially invest in only one country. This way 
you do not place all of your assets at risk in case 
you make a bad decision. Switzerland is the nation 
that most readily pops into most people's minds 
when you talk about foreign investment, but the 
novice should start elsewhere. 


The first step is to study at some length the 
country you are considering investing in. I recom- 
mend that your first foray into the world of interna- 
tional investing be in Canada. Canada is nearby, 
has a secure financial system, and is the perfect 
place for you to get your "feet wet" before attempt- 
ing more exotic locales. In addition, the Canadian 
experience will school you first hand in such things 
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as foreign exchange rates and foreign laws and 
customs. 


There are certain things, however, that you 
should look for in any nation you invest in. For one 
thing, the country should have a history of stable 
financial conditions without foreign exchange con- 
trols being repeatedly applied. An example of what 
to avoid in this regard would be Brazil. You could 
earn 150% a year on a Brazilian bank account, but 
when you attempted to convert your Brazilian 
cruzeiros back into U.S. dollars, you would be 
sorely disappointed. Brazil suffers from a stagger- 
ing national debt problem and rapid inflation. To 
cover its budget problems the Brazilian government 
simply prints more money, hence making it worth- 
less. The Brazilian central bank has no independ- 
ence and cannot protect the economy. Therefore, 
Brazil and most other Central and South American 
nations are poor investment choices. 


There are other factors to consider in selecting a 
a country to invest in. One is whether the country 
has privacy laws to protect you from governmental 
snooping into your affairs. Another is whether 
people in that country speak English or some other 
language you are fluent in. If they don't, doing 
business may be difficult. 


You should begin your study by first reading 
background articles on the countries you are inter- 
ested in. Since Canada is where we will begin, you 
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should first read a short book on recent Canadian 
history and then read encyclopedia articles about 
the various provinces in Canada. All foreign invest- 
ing involves an analysis of the social and economic 
forces at work within a nation. For example, if a 
country is always on the verge of splitting apart be- 
cause of a large minority of different ancestry lo- 
cated in one part of the country voicing desires for 
independence, you must consider this. Your in- 
vestments will be secure only as long as the country 
remains together. Pressures such as that are social 
pressures. Identifying economic pressures invoives 
analyzing the Gross National Product of a nation, 
its external debt, the composition of its economy 
and other general economic information. 


Economic information is readily available from 
a country's embassy or consulate in the United 
States. All you must do is simply call or write them 
indicating your investment interest. They will send 
you free of charge a stack of materials discussing 
economic conditions and living costs in their na- 
tion. You must read this information with a careful 
eye, however, as even bad news will be cast in the 
best light. Remember, the Embassy wants you to 
invest your money in their country. Usually this 
information will include the names and addresses of 
major banks in the country. 


The next step is to start reading a major newspa- 
per and newsmagazine from the target country. Pay 
particular attention to the finance and business sec- 
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tions. After a while you should have a good general 
perspective on the economic and social climate in 
the country. 


Once you have done this, you are ready to take 
the next step, which is to open your first foreign 
checking and savings accounts. All foreign invest- 
ing begins with this step. The reason is that through 
opening your foreign bank account you gain first 
hand experience in the actual operation of a foreign 
account and how the financial laws of that country 
will affect you. 


Let us assume that you have followed the steps 
outlined in this book with respect to Canada. By 
now you would know that Canada is a nation of 26 
million people. The key social conditions that could 
possibly threaten the viability of your Canadian in- 
vestment are the separatist movement in the Prov- 
ince of Quebec and the land ownership issues be- 
tween the Canadian Federal Government and the 
Native Canadian Indians. Balancing against this, 
however, would be the continued strong influx of 
wealthy foreign investors, and Canada's close 
proximity to the United States. 


Regarding economics you would know that 
Canada's Gross National Product is about $500 bil- 
lion dollars, that Canada has a very large and varied 
manufacturing sector and natural resource sector. 
You would also realize that the United States has a 
controlling interest in most areas of the Canadian 
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economy, and it is unlikely that the U.S. Govern- 
ment would let a Canadian economic crisis threaten 
its investment there. On the con side are Canada's 
sky-high budget deficits and accumulated national 
debt and the long term worry about Canada's future 
economic viability if the debt continues to grow at a 
rapid pace. 


If, after this appraisal you have decided Canada 
poses an acceptable risk to you, you would then 
send some letters out to various Canadian financial 
institutions requesting information on establishing 
checking and savings accounts. You would also re- 
quest that they send you information on the interest 
payable on such accounts, whether or not they are 
unconditionally guaranteed should the bank fail, 
and what type of account access you can expect, 
such as automated teller machine networks. Some 
countries impose an interest withholding tax on ac- 
count holders who maintain their address of record 
outside the country. You can also request the bank 
to send you other information on investment prod- 
ucts, such as mutual funds, Canada Savings Bonds, 
Provincially Issued Savings Bonds and the like. 


When the account forms arrive, you will fill in 
the information and then send them back with 
either a check or money order for your initial de- 
posit. When you receive your checkbook and re- 
ceipt back in the mail you will notice a number of 
things. The first is your deposit check will have 
been converted into Canadian dollars before being 
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placed into your account. The difference in value 
between the two currencies is called the exchange. 


Your checkbook, although similar to an Ameri- 
can one, will be a little different. The first differ- 
ence is that any checks written on this account must 
be in Canadian dollars. Local American businesses 
will not accept checks from your checkbook. If you 
want to deposit one of your Canadian checks into 
your American bank account, one of two proce- 
dures will be followed. If you live in an area where 
Canadian money is commonly handled, or bank 
with a large bank that has an international depart- 
ment, they will usually just discount the value of 
the check, because a Canadian dollar is not worth 
as much as an American dollar, and then post this 
amount to your account. If you do not live in an 
area where Canadian money is common, or if you 
bank at a smaller bank, your Canadian check will 
be "sent for collection." This is a procedure where 
the bank sends the check out directly to the bank it 
is drawn on requesting payment in American cur- 
rency. You do not receive credit to your account 
until after the check has been paid. For items other 
than Canadian checks, most banks of any size use 
the collection system. 


You will also notice that the value of your ac- 
count, when expressed in U.S. dollars, will change 
daily by small amounts because of exchange rate 
fluctuations. 
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Once your bank account is up and going you 
will then be ready to examine other investments. 
The first such investment you may consider is pur- 
chasing Canada Savings Bonds. Canada Savings 
Bonds are very similar to their American counter- 
parts, but there are some differences. In the United 
States, savings bonds are sold at a discount off their 
face value in many cases. When the bond reaches a 
certain maturity date it is redeemable for the face 
value, and then afterwards for more than the face 
value. Canada Savings Bonds are sold for the face 
value and immediately start accruing interest. They 
are also cashable at any time, with no penalty paid 
on interest. Canada Savings Bonds are uncondi- 
tionally guaranteed by the Canadian Federal Gov- 
ernment. 


There are also Provincial Government Savings 
Bonds issued by the various Provincial Govern- 
ments in Canada. These are similar to State Bonds 
‘in the U.S. The Provincial Government also un- 
conditionally backs these securities and they usu- 
ally pay a higher interest rate than that of Canada 
Savings Bonds. But you need to be aware of one 
point. Only the Federal Government of a country 
can print money to honor its obligations. For ex- 
ample, if the State of Oregon was about to default 
on its savings bonds, the State of Oregon cannot 
print U.S. dollars to pay the interest due to bond- 
holders in a crisis. The U.S. Federal Government 
can, however, print money in an emergency to 
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honor its obligations. This is an important distinc- 
tion to keep in mind. 


There have been times when the Federal Gov- 
ernment of a country has refused to come in and 
rescue a Struggling Provincial or State government. 
Something similar happened in the United States in 
the late 1970s with New York City. Briefly, New 
York City was on the rocks financially and was 
about to default on millions of dollars of interest 
payments due on New York City bonds. The mayor 
of New York City asked the President if the Federal 
Government would cover the interest payments. 
Washington D.C. said no, and overnight New York 
City bondholders were left with investments worth 
only a fraction of their paper value. 


My recommendation for the novice investor get- 
ting his feet wet in Canada is to invest in Canadian 
Government Savings Bonds and Treasury Bills in- 
itially and then later on venture into unguaranteed 
investments such as stocks and bonds. Here again 
caution is advised. Most countries do not require 
the amount of disclosure detail on public corpora- 
tions that we in the United States do. In many 
countries such as Canada, common stock without 
any voting rights is commonly issued. Before you 
invest in a foreign country's stock market you need 
to become very familiar with its market system. 


In Canada in particular, one strategy for the new 
player on international stock markets is to invest in 
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the Canadian subsidiary of a U.S. corporation. If, 
for example, your present stock portfolio includes 
shares of the Exxon Oil Company, you might de- 
cide to invest in shares of Exxon's Canadian sub- 
sidiary, Imperial Oil Company of Canada. The ma- 
jority or controlling interest will be held by the U.S. 
parent corporation, and only a small minority of the 
stock will be sold on Canada's stock exchange. The 
parent corporation profits from the Canadian sub- 
sidiary through the form of dividends on its stock. 


Often times owning stock in the Canadian sub- 
sidiary is a better investment than in the U.S. parent 
because the small Canadian subsidiary will not be 
saddled with the research and development ex- 
penses of the parent. The key benefit for you is it 
allows you to gain experience in a foreign stock 
market with corporations that you have some 
knowledge of. The best way to get copies of annual 
reports of a Canadian subsidiary of a U.S. corpora- 
tion is to write a letter to the corporate headquarters 
requesting a copy of the annual report of the Cana- 
dian subsidiary. 


Before we examine various countries’ invest- 
ment climates individually, we need to examine 
some special cases of overseas investing. The first 
is overseas investing for privacy purposes and the 
second is overseas tax haven investing. The lessons 
learned here can be applied in almost any nation. 
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Privacy Investing 


Privacy investing overseas has as its goal the 
avoidance of information about your investments 
and profits being sent to the government. Many 
people have become upset that the U.S. Govern- 
ment requires so much data on any type of invest- 
ment that they make. These reports are known as 
"third party" reports and by law they must be 
submitted by financial institutions and investment 
firms for any number of reasons. In short, the regu- 
lations require that a report be filed on any cash 
transaction involving an aggregate of $3,000 or 
more, including the purchase of bearer instruments 
such as travelers checks, or anytime $10,000 or 
more of currency is transported into or out of the 
United States. Third party reports must also be 
compiled on any interest bearing account at any 
financial institution or investment firm. 
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To whom are these reports sent? The Internal 
Revenue Service, of course. The IRS then matches 
the third party report forms against what you have 
declared on your income tax return as interest in- 
come. Further invasions of your privacy are encour- 
aged by the misnamed Bank Secrecy Act. Essen- 
tially, this act is why banks photocopy or micro- 
film all checks over $100, and will make available 
these records to Government agencies readily. 
Credit card records are also readily available to the 
Government. The effects these third party reports 
can have on a person are best illustrated by some 
real life examples. 


Earl Hammond (actual names have _ been 
changed) is a 35 year old single electrician. Earl, in 
addition to his job as an electrician, is an avid seller 
and buyer of old coins. What began as a hobby 10 
years ago has now become a profitable business for 
Earl. Earl will earn $35,000 in profits from his coin 
business this year. Normally Earl would be smiling, 
but on this July afternoon he is not. A notice of an 
audit has arrived at his door today. Earl does not 
understand how it happened, especially since he 
was audited last year as well. Earl consistently de- 
clares the profits from his coin dealing and is angry 
at the IRS. 


Earl Hammond's problems stem from the nature 
of his hobby and the growth of third party reports. 
Earl's hobby requires him to make a lot of pur- 
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chases at coin shows, and these are almost always 
done in cash. Usually, Earl will take cash advances 
against his credit cards at one of these shows. After 
he has purchased the coin and later sold it he de- 
posits the proceeds at his bank. When Earl sells a 
coin, it is almost always a cash deal, or sometimes 
paid with travelers checks. 


Earl doesn't know it, but he is the subject of 
multitudes of third party reports from his bank. The 
sheer number of these currency reports is what is 
causing the IRS to audit him yearly. His bank will 
not say a word to him that they are compiling these 
reports because the law forbids them to do so. The 
fact that Earl often uses credit card cash advances 
to purchase the coins makes no difference. Any 
cash transaction above a certain amounts generates 
these reports regardless of the source. Earl is a good 
candidate for Privacy Overseas Investing. 


Another example will illustrate the transparency 
of the so-called privacy of tax returns and data. 


Leslie Sanford is 32 years old. She is divorced 
and the mother of a 5 year old daughter. Leslie was 
divorced soon after the birth of her daughter. Her 
ex-husband, Bronco, was very abusive and Leslie 
had developed a drinking problem. Her present 
employer runs an alcoholism treatment program 
through the company health insurance plan. Last 
year over her vacation Leslie enrolled and became 
clean and sober. Today she received notice from her 
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ex-husband's lawyer that they intend to challenge 
her custody of her daughter based on her alcohol 
problem and her low income. Leslie sits dumb- 
founded. How could anyone have found out about 
the alcohol treatment and how would her ex-hus- 
band have been able to find out what her income 
was? 


This example should illustrate how easy it is for 
a person to gain access to your tax returns, and by 
the same law, your medical records. The IRS likes 
to advertise to the public about the confidentiality 
of your tax return, but the reality is totally different. 
It is true that it is virtually impossible to simply sit 
at a computer terminal and gain on-line access to 
IRS files. However, government programs designed 
to catch welfare and Social Security cheats put a 
big hole in that wall of privacy. These anti-fraud 
programs allow state agencies to request a copy of 
your income tax return to verify your income eli- 
gibility for these programs. Most lawyers hire a pri- 
vate investigator to do the actual dirty work, but 
any individual can pay a private dick the fee and do 
the same thing. Essentially, the private eye has a 
source at a local state welfare or employment serv- 
ices Office agree to "run a name" for him. In a cou- 
ple of weeks the IRS will send your tax return on a 
magnetic tape to the office for the state agency 
worker to examine. The other ruse often used by the 
private eye is to impersonate the target of his inves- 
tigation and apply for benefits and be rejected. 


Privacy Investing 43 


When he meets with the welfare worker about why 
he was rejected, he will be shown "his" tax return. 


As you can easily see, many thousands of people 
can get hold of your tax return. How might the law- 
yer have found out about the alcohol treatment? 
Odds are good that somewhere along the line Leslie 
wrote a personal check to cover the small percent- 
age of the treatment cost not covered by her insur- 
ance. Bank records, as we saw earlier, are easily 
available to many people. 


How do we go about overseas investing specifi- 
cally for the purposes of privacy? The first step is to 
look at the obvious candidate, Switzerland. Swiss 
banks are famous for their privacy. Swiss law im- 
poses very severe penalties on bankers who reveal 
information about their clients. Switzerland has be- 
come an even more attractive investment haven be- 
cause the threat of war or instability in Western 
Europe has almost disappeared with the wholesale 
collapse of the former Eastern bloc governments. 


But before we go into detail about Switzerland 
we should first examine how the U.S. government 
tries to penetrate the secrecy of foreign bank ac- 
counts. 


The U.S. government tries to reach agreements 
with foreign governments that will give them access 
to the bank records of U.S. citizens in these coun- 
tries. Some countries provide the U.S. government 
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with almost as easy access as here at home, others 
make it very difficult for the U.S. government to 
achieve access. Often these agreements are part of a 
broader tax-treaty between the two countries. One 
tactic the U.S. government will often use to get the 
foreign nation to agree to this data exchange is by 
threatening to not approve any tax treaties at all. 
Tax treaties are necessary between nations if a lot of 
business is done by nationals in each other's nations 
because in the absence of a tax treaty, individuals 
will face double taxation on earnings. In other 
cases, with small island countries that depend on 
U.S. tourism and U.S. government loans for sur- 
vival, the threat is more blunt. Quite simply it often 
boils down to "Give us the information or we will 
cut off the aid pipeline and make life very diffi- 
cult." This has happened recently to many of the 
Caribbean island nations that offered themselves as 
tax havens. 


The Cayman Islands are one such example. In 
1988 new laws came into play in the Cayman Is- 
lands that allow U.S. government investigators 
much greater access to Cayman Island bank records 
of American investors. The U.S. government used 
the threat of making it much more difficult for U.S. 
tourists to visit the Caymans if the changes were 
not made. The pressure was also put on through the 
British government which controls the Caymans, as 
they are a British crown colony. Switzerland, how- 
ever, is a different case altogether. 
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A number of well known drug and tax cases in 
the 1970s culminated in a referendum being held in 
Switzerland on changing that country's bank se- 
crecy laws. Essentially, the U.S. government said 
that the Swiss had become the bankers of the drug 
dealers and tyrants of the world. The Swiss agreed 
to make some changes in their banking laws, but 
nothing as drastic as the United States wanted. 


The Swiss agreed that they would consider U.S. 
government requests for bank record information 
only for certain types of alleged crimes. For exam- 
ple, tax evasion in the United States would not al- 
low U.S. agents access to a person's Swiss bank ac- 
count file. Another very important difference is the 
U.S. government must prove its case to the satis- 
faction of a Swiss magistrate before any records can 
be released. This is not a rubber-stamp arrange- 
ment, and U.S. agents have had their requests re- 
fused on many an occasion. Examples of crimes 
where the Swiss will agree to hear a request for 
data are such crimes as international drug dealing, 
murder or torture, kidnapping, forgery, etc. 


The key point here is the U.S. government can- 
not simply say to the Swiss, "We think he is a drug 
dealer, let us see his account." The U.S. government 
would have to send an agent to Switzerland to pre- 
sent evidence to the magistrate. Your bank would 
take an active role in opposing release of informa- 
tion because that will harm their business. If the 
U.S. government is only using this as a pretext for 
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getting at your income tax records, it will be re- 
vealed, and the Swiss will tell the U.S. to stop 
abusing the intent of the treaty. 


This brings us to the point of actually becoming 
a privacy investor. The purpose of becoming a pri- 
vacy investor is that the very existence of your 
overseas investments will not become known. You 
must open all accounts as I tell you here, to avoid 
creating a paper trail between your U.S. accounts 
and your overseas investments. Clearly, all things in 
balance, Switzerland is the place for the private 
overseas investor. Switzerland has an independent 
central bank, political stability, and as described 
before, a long-standing tradition of laws protecting 
your privacy. 


The first step is for you to set up a mail forward- 
ing service account in Canada. This address in 
Canada is the address where you will receive your 
Swiss bank information. You will arrange for the 
Canadian mail forwarding service to send your mail 
to your address in the United States. Why this step? 
To get around the limitations of the Swiss-U.S. tax 
information treaty. The U.S. government periodi- 
cally runs what are known as mail covers on all first 
Class mail arriving from areas in Switzerland where 
banks are located. When this mail arrives in the 
United States, the sender's address and name, along 
with that of the receiver, are copied and placed on a 
list. This list then goes to IRS investigators who 
then pull your tax return and examine it. This can 
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lead to further examination of your domestic bank- 
ing records and other financial data to determine if 
you are a person who is hiding large amounts of in- 
come and should be investigated further by the IRS 
criminal division. This is sometimes also done on 
outgoing mail as well, so all of your contacts with 
your Swiss banker should be through your Cana- 
dian mail forwarding service. 


In your initial letter to the Swiss banks you 
should state clearly that you are concerned about 
your loss of financial privacy and that you would 
like.to open a checking and savings account with 
them as well as start a modest investment plan. Tell 
them how much money you are able to place on ac- 
count. You can give brief details in this letter about 
your employment, salary, and present finances and 
investments. Also give them your actual U.S. ad- 
dress but instruct them to contact you through your 
Canadian mail forwarding address. The Swiss 
bankers will appreciate your forthrightness and 
provision of such details. 


At this point we should talk about the so-called 
numbered Swiss bank account. A numbered Swiss 
account uses a number in place of the signature and 
name of the account holder. Only the bank manager 
knows who the actual account holder is. To with- 
draw funds from the account you must know the 
number. Numbered accounts must be opened in 
person and in general an amount over $500,000 is 
needed to start one. If you handle your correspon- 
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dence to and from your Swiss bank as I described, 
and operate it as I will discuss shortly, you will 
create no record of the account's existence in the 
United States. 


When you receive the account opening forms 
you will need to send your initial deposit to 
Switzerland. You will want to do this in such a 
manner that no connection can be made between 
you and the Swiss bank. Wire transfers and bank 
cables are no good because you must provide in- 
formation about yourself and about the account it is 
going to. The same is true for cashiers checks. A 
currency report and transaction record is saved by 
the bank. The same problems arise with using a 
money order. All money orders are issued against a 
bank and at some point it will be returned to that 
bank. Also the Swiss bank's canceling of the check 
will be obvious to all who look. The same is true of 
a U.S. postal money order. 


How can you get around this? Sending cash by 
registered mail is one way, or purchasing travelers 
checks in another nearby country, such as Canada. 
The second method can be too costly to do on a 
regular basis, so let's look at the first option. You 
would send your deposits to Switzerland in a dou- 
ble envelope. The inside envelope would contain 
your cash and deposit slip, along with the address 
of your Swiss bank. This would be sent via regis- 
tered mail to your Canadian mail forwarding serv- 
ice. He would have instructions to remail the inside 
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envelope to your Swiss bank's address, also by reg- 
istered mail. This is not that expensive and most 
mail services are set up to handle this easily. A 
third option, which I prefer, is to simply use one of 
the private courier corporations such as Federal 
Express. You can put whatever fictitious name and 
return address on the outside of the envelope you 
want; they could care less. Your customs declara- 
tion would say “business correspondence." The next 
day your package will arrive in Switzerland, care- 
fully handled until it reaches the bank, and the price 
is very reasonable. For total privacy and speed, 
consider sending your deposit via registered mail 
first to your Canadian mail forwarding service, and 
then having him send it onward to Switzerland via 
Federal Express or similar courier from Canada. 


After your account is set up and in operation, 
you and your Swiss banker will work out an in- 
vestment portfolio that meets your needs. Your 
Swiss banker will not try to place your investments 
into risky choices. He will recommend similar in- 
vestments to those you had made at home. We will 
examine various investments on a_ country-by- 
country basis in the next two chapters. Our next 
consideration for the Privacy Investor is how you 
can access your funds in the United States and 
whether the Swiss bank can provide you with credit 
products. 


Swiss bank customers can access their funds in a 
number of ways. The first is through what is called 


50. Personal Privacy Through Foreign Investing 


a universal checkbook. In a Swiss universal check- 
book no currency symbol is shown or written. The 
account holder simply writes out a check in the 
amount and currency desired. This allows the check 
to be processed normally by businesses in the 
United States. When the check is returned to Swit- 
zerland for payment, it is converted into Swiss 
francs and your account is debited accordingly. 
Needless to say, the privacy investor should not be 
writing Swiss checks to pay the bills; that elimi- 
nates your privacy. But this is one way to have ac- 
cess to your money. 


The other alternative is the Swiss bankcard. 
What this really boils down to is that you are issued 
a Visa credit card from the Swiss bank. This card is 
tied to your checking account, and when you make 
a purchase, the amount is debited from your 
checking account. The card functions just like any 
other Visa card. You can also use automated teller 
machines to access your funds and to transfer 
money from your savings account into your check- 
ing account. Swiss banks also offer the garden va- 
riety bank machine cards that are part of the global 
automated teller machine networks all over the 
world. 


How does a Swiss bank credit card protect your 
privacy? Even though the local merchant retains a 
copy of the sales slip, there are no account records 
kept on your Swiss bank Visa card in the United 
States. The purchase is closed through the Visa 
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system and posted against your account balance. 
This is also true with American Express cards, 
Diners Club cards and Mastercard credit cards that 
are issued outside of the United States. 


You will find that your Swiss banker will be 
willing to extend you small amounts of credit after 
a few months. This will likely be in the form of a 
line of credit attached to your Visa checking ac- 
count, or an overdraft allowed against your check- 
ing account. As time goes on and your Swiss bank 
comes to know your reliability and your investment 
goals better, they will be able to meet most of your 
credit needs at very competitive rates. 


Let's return to the example of Earl Hammond. If 
Earl had a Swiss bank account he would have saved 
himself a lot of grief. He could have taken his Swiss 
Visa card to a local bank to get the cash to purchase 
his coins. When he sold them, he could then have 
remitted the funds into his Swiss account, avoiding 
a currency report. His profits could be accessed at 
any time by simply using his Swiss bank Visa card 
at an automated teller machine or at a bank counter. 


Aa 
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Tax Havens 


Tax haven nations are countries that have one 
overriding appeal to the overseas investor — the re- 
duction of possible tax liability on investment in- 
come or assets. Very often there is very little else to 
recommend these countries, as the risks associated 
with investments in tax havens are a little higher 
than elsewhere. However, a tax haven investment as 
a small part of your overall portfolio may be advis- 
able. All we can do here is present the various op- 
tions. Before investing in any tax haven, contact 
that nation's embassy or consulate first for current 
information and contacts. We first need to examine 
the U.S. foreign reporting requirements that you 
will run up against regardless of the type of foreign 
investment you make. 
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We discussed earlier the Bank Secrecy Act 
which imposed record keeping and photocopying 
requirements on the nation's banks. The Bank Se- 
crecy Act also requires the reporting of money 
taken abroad, as well as the reporting of certain 
foreign accounts. If a person transports $10,000 in 
cash, travelers checks, and/or bearer bonds over the 
border, this must be reported to United States Cus- 
toms. In addition, you are required to report certain 
foreign financial accounts to the Treasury Depart- 
ment. On the 1040 tax form, a question asks spe- 
cifically if you have a foreign bank account or trust. 
If you answer affirmatively, you are required to 
complete another piece of paper, Treasury Depart- 
ment form 90-22.1. 


Treasury Form 90-22.1 asks for complete details 
of these foreign accounts. Questions include the 
bank name and address, account number and type, 
and the name and address of each person having 
ownership interest in or signing authority on the ac- 
count. In addition, the form asks about the maxi- 
mum value of funds in the account during the last 
year. 


The reporting requirements on this form make it 
clear that the Federal Government wants to discour- 
age people from placing funds abroad. Not surpris- 
ingly, when Congress was first debating the bill that 
later became the Bank Secrecy Act, many Treasury 
Department bureaucrats wanted to make overseas 
banks accounts illegal for Americans and would 
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have imposed a limit of $10,000 on the amount of 
money that could be taken out of the United States. 
This brings us to the question of privacy again and 
how to deal with these reporting requirements. 


The requirement to disclose to customs every 
time you export $10,000 or more outside of the 
United States is easily sidestepped. Simply make 
sure whenever you send your deposit overseas, as 
described earlier, you do so in amounts under 
$10,000. In this fashion, you are complying with 
the letter of the law. The foreign account reporting 
requirement is a little more complicated to amelio- 
rate. It is obvious that if you comply with this re- 
porting requirement you will lose all privacy and 
potentially set yourself up for yearly tax audits. The 
key is in understanding the provisions of the report- 
ing requirement. 


The objective of the reporting requirement is to 
make sure that the Treasury Department collects all 
the taxes due on your foreign investment income. 
Throughout this book I have stressed that you 
should declare your earned income and then pay the 
tax due. However, there is no reason why you 
should need to lose all of your privacy to do so. The 
penalties contained on form 90-22.1, the foreign 
account declaration form, can range up to a 
$500,000 fine and up to 5 years’ imprisonment. 
However, these penalties can only be imposed when 
a reporting violation has been committed to further 
the illegal avoidance of taxes or to shield a criminal 


56 Personal Privacy Through Foreign Investing 


enterprise. In other words, you cannot be prose- 
cuted for simply not completing the form, if you 
declare the income under the "miscellaneous in- 
come" section on the 1040 and then pay the taxes 
due. Uncle Sam gets his cut, and you maintain your 
privacy. 


Tax havens allow you to set up investment ve- 
hicles like private trusts or private companies with 
very little regulation. Tax haven nations generally 
do not tax any of your earnings, and the nations al- 
low you to hold accounts in any currency you wish. 
A tax haven corporation or trust can also allow you 
to protect your assets from any lawsuits. The draw- 
back of tax havens is that generally there is no cen- 
tral bank that will guarantee your funds in the event 
of a financial upheaval, and as most tax havens are 
very small nations, pressure can often be applied by 
the U.S. government to access account holder in- 
formation. 


One example of a tax haven that collapsed is 
Panama. During the 1980s Panama became a major 
tax haven. Panama's currency is the U.S. dollar, al- 
though locally it is called a Balboa. The U.S. inter- 
est in keeping the Panama Canal operating and the 
presence of 10,000 U.S. troops seemed to ensure 
stability in Panama. Panama, to attract foreign 
money, enacted some of the toughest Bank Secrecy 
laws in the world, and in general would not provide 
any information to any foreign government. Soon 
the drug cartel started to use Panama as its primary 
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deposit location for the drug profits they wanted to 
return to Colombia from the United States. The af- 
termath is well known. 


The United States Government became very up- 
set with this state of affairs and began applying 
economic pressure on Panama. Eventually this led 
to the total shutdown of the Panamanian banking 
system and finally resulted in a U.S. invasion. 
Needless to say, many hundreds of thousands of 
people who used Panama as a "tax haven” invest- 
ment lost everything. Even $75,000 in an ordinary 
Panamanian bank savings account would be lost. 
The Panamanian Central Bank was not liable, or 
able, to cover these deposits. So keep this in mind 
as you consider tax havens. The average foreign in- 
vestor is better off investing in Switzerland than 
using a tax haven. 


The Bahamas is one very popular tax haven. It is 
only 75 miles from the coast of South Florida and 
well developed airline service makes it easy to get 
there. Bahamian bank secrecy laws are very similar 
to those of Switzerland. Your earnings are not sub- 
ject to taxation, and you can establish a corporation 
without providing any financial information. A cor- 
poration must have at least 5 shareholders, but a lo- 
cal bank or trust company can provide the nomi- 
nees, so your name need never be revealed. One ad- 
vantage the Bahamas has over other tax haven na- 
tions is that the closeness of the Bahamas to the 
United States practically ensures that there will be 
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no major political upheavals that threaten your 
money. On the other hand, from time to time the 
U.S. government has attempted to learn the names 
of U.S. account holders in Bahamian banks by 
taking advantage of this close proximity. 


The Cayman Islands and Bermuda are two other 
Atlantic Ocean/Caribbean tax havens. Both of these 
are British colonies. The Cayman Islands were re- 
cently subject to very intense U.S. government 
pressure to allow greater access to foreign bank re- 
cords. This is because, due to its southern Carib- 
bean location, many drug smugglers and high pro- 
file tax evaders used the Caymans as a tax haven. 
The U.S. government with help from the British 
government got the Cayman Islands to revise its 
bank confidentiality laws so U.S. agents can get ac- 
cess. If you are investing for privacy, the Caymans 
is a bad choice. 


Bermuda is an excellent tax haven choice. Ber- 
muda has no income taxes or capital gains taxes. 
Bermuda has no formal bank secrecy laws, but it 
does have a long-standing tradition of financial pri- 
vacy that is almost never broken and Bermuda does 
not have tax treaties with any other nation. Because 
of the lack of a formal bank secrecy law many of 
the drug smuggler types have been reluctant to use 
Bermuda as a banking facility. This is one reason 
that Bermuda has not been subject to the periodic 
“targeting” by the U.S. Treasury that other tax ha- 
vens have suffered. Bermuda is an excellent choice. 
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The European tax havens include Luxembourg, 
Liechtenstein, and Andorra. Denmark used to be 
included, but new laws in Denmark removed it 
from the list. The Channel Islands are self-govern- 
ing territories of the United Kingdom. All major 
British banks operate subsidiary corporations in the 
Channel Islands that offer checking, savings and 
investment accounts identical to those that are 
available in the mainland United Kingdom. The 
difference is these accounts are not available to 
British citizens, and, as is stated explicitly in the 
account literature, your deposits in any account in a 
Channel Islands account are not backed at all by the 
British Central Bank guarantee fund. You can open 
an account in any name. But in 1988, the Channel 
Islands introduced new legislation putting an end to 
confidentiality between the banks and their clients. 


Liechtenstein and Andorra are tax havens for the 
more adventurous investor. Essentially, in these two 
countries you set up dummy trusts or corporations. 
You would then transfer funds via a Swiss bank ac- 
count into and out of the Liechtenstein or Andorra 
trust as your needs dictated. Unless you have very, 
very substantial assets, Liechtenstein or Andorra is 
not a good option. It is costly and inconvenient. 


Luxembourg became a leading tax haven during 
the 1980s. Its bank secrecy laws were twice tight- 
ened up during the 80s and it acquired an excellent 
reputation. As a result, some depositors moved their 
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accounts from Switzerland, and Luxembourg's 
banks now hold an estimated $160 billion in 
foreign deposits. As in Switzerland, foreign govern- 
ments can't ask for a Luxembourg court order for 
information about a bank account unless the 
depositor is charged with a crime pertaining to the 
account which is also a crime in Luxembourg. 
Interest, dividends and capital gains are exempt 
from taxation in Luxembourg. But like Liech- 
tenstein and Andorra, it is costly and inconvenient 
to use Luxembourg as a tax haven, so I don't 
recommend it unless you have massive amounts of 
assets. 


If you do decide to use a tax haven, you must be 
very careful to use a Canadian mail service to han- 
dle your correspondence. Very often the U.S. gov- 
ernment will employ massive mail covers, as de- 
scribed earlier, to intercept every letter arriving in 
the United States from these locations. My feeling 
iS you can accomplish just as much by investing in 
a more traditional manner overseas as by using a 
tax haven. 


A good source for more information about tax 
havens and financial privacy is The Complete 
Guide to Financial Privacy by Barry Reid 
(available from Loompanics Unlimited). 
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Other Foreign 
Investment Options 


In an earlier chapter, I gave some benchmarks 
that you should become familiar with as you ponder 
investing in another country. I am going to briefly 
give some of my evaluations of countries I have 
found to offer good investment prospects. These as- 
sessments are subject to revisions depending on 
variations in the local economy or stock market at 
any particular time, so don't be lazy. Always do 
your homework on a country before you open a 
bank account there or invest. My own taste runs to 
low risk investments, so I will primarily use such 
investments as bank savings accounts and 
government bonds. 


One of my favorite investment locales has been 
Australia. Australia suffers from a very high exter- 
nal budget deficit and national debt, but as in the 
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United States, the diversity of the Australian econ- 
omy and a fiscally responsible Australian Federal 
government have ensured that the nation remains 
solvent and a good credit risk. In Australia, savings 
account interest rates are tied to the prime lending 
rate. To continue to finance the budget deficit, Aus- 
tralian governments at both levels — federal and 
state —- must pay very high interest rates to 
bondholders. Savings account interest rates have 
been over 14% and checking account interest rates 
have been over 12%. 


I would center my Australian investment portfo- 
lio around a high interest checkable savings ac- 
count that comes with a Visa card so you can ac- 
cess your funds here, and an investment in 
Australian government treasury bills and savings 
bonds. The latter will allow you to lock in a very 
high interest rate for up to 2 years and receive 
monthly interest checks. There is some foreign 
exchange risk in Australia, but it is not significant. 


New Zealand I do not recommend unless you 
have enough familiarity with the country to make 
your own investments. New Zealand's economy is 
very small and it is not very diversified. The foreign 
exchange risk here is high. You may wish to have a 
little fun by opening up a Visa card checking 
account for say $1,500 and seeing how it goes over 
the course of a year. 
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Canada we have examined before. The only real 
risk from Canadian investments is the impact the 
separation of the province of Quebec would have 
on the value of the Canadian dollar. The failure to 
achieve a critical constitutional agreement that 
would have brought Quebec fully into the Canadian 
Constitution has made it likely that Quebec will 
leave the rest of Canada. On the other hand, Can- 
ada’s location next to the United States all but guar- 
antees that when this happens, the U.S. government 
would step in and buttress Canada's economy, an 
action that might eventually lead to Canada's ab- 
sorption into America. 


All Central and South American nations should 
be avoided because of foreign exchange risks and 
unstable economies. 


Great Britain offers excellent investment oppor- 
tunities with an active stock market, stable cur- 
rency, and the United Kingdom allows you to re- 
ceive your interest income without any withholding 
taxes if you are not a U.K. resident. In addition, the 
United Kingdom has created many excellent in- 
vestment opportunities through the privatization of 
many formerly state-owned corporations such as 
British Gas and British Rail. These shares offer a 
low-risk way to enjoy good returns. 


In general, for other European investments, I 
recommend going through your Swiss banker. Once 
apprised of your goals and the amount of risk you 
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are willing to accept, he can set up investment ar- 
rangements to your liking. Also, if you would 
benefit from a tax haven arrangement for part of 
your money, he can handle this easily. 


Unless you have local language skills and fa- 
miliarity with the markets, I would avoid Asian 
markets, with the possible exception of Japan, alto- 
gether. 


pe i 

3) What type of account access I can expect, such as automated teller 
machine networks, and 

4) Any interest withholding tax imposed on account holders who maintain 
their address of record outside Switzerland. 


Additionally, I would like information on investment products, such 
as mutual funds, savings bonds and the like. 


Sincerely, 


ANDRE J. SALSEDO, Box 810-R 


VINMELI CORPORATION Tel 966-1~252-0133 x554 office 
P. O. Rox 5396 966-1-246-3200 x229 home 
Riyadh, Saudi Arabia 11422 Fax 966-1-246-4336 


December 29, 1994 


OVERLAND BANK 

P. 0. Bex 5022 
Rellariastrasse 82 

CH-8022 Zurich, Switzerland 


Appendix 65 


Appendix 


Addresses Of Swiss Bankers 


Union Bank of Switzerland 
Bahnhofstrasse 45 

8021 Zurich, Switzerland 
Telephone: 29-4411 


Swiss Bank Corporation 
Aeschenborstadt 1 

4002 Basel, Switzerland 
Telephone: 23-2323 


Swiss Credit Bank 
Paradeplatez 8 

8021 Zurich, Switzerland 
Telephone: 29-2811 


Foreign Commerce Bank 
Dept. 284 

Bellariastrasse 82 

8022 Zurich, Switzerland 
Telephone: (01) 45.66.88 
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Foreign Commerce Bank 
Dept. 42 

3 Rue de Marche 

CH-1211 

Geneva 3 Rive, Switzerland 
Telephone: (01) 21.42.33 


Bank Indiana Suisse 

Attn: F.C. Mishari 

50 Ave. de La Gare 

1001 Lausanne, Switzerland 
Telephone: 20.47.41 


Bank Leu 
Postfach 
8022 Zurich, Switzerland 


Cambio & Valorenbank 
Postfach 535 
8021 Zurich, Switzerland 


Ueberseebank, A.G. 
Limmatquai 2 
8024 Zurich, Switzerland 
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If you're frustrated with all the paperwork 
and taxes that burden the American investor, let 
Trent Sands show you how to safely and secretly 
move your dollars overseas. 


In Personal Privacy Through Foreign In- 
vesting, Sands explains how to research foreign 
investment markets and how to set up an over- 
seas bank account. The author then explores the 
economic climate and privacy safeguards in 
each of these countries: 


e Switzerland e 
e The Bahamas e 
e The Cayman Islands e 

e Bermuda e 

e Great Britain e 
e Australia e 

e New Zealand e 

e Luxembourg e 

e Canada e 

e And More e 


Personal Privacy Through Foreign Invest- 


ing presents a world of opportunities for the 
privacy-conscious investor. 


ISBN 1-55950-098-0 
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